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INDONESIA

COMPLIANCE RATINGS

Fiscal transparency 2006 2005 2004 2003
Clarity of roles oee ooe coe .o
Availability of information oo oo eee oo
Budget preparation coee coce oo eee
Accountability oo oo oo eee
Score 3.25 3.25 3.00 2.50

OUTLOOK & COMMENTARY

In December 2005, a cabinet reshuffle intended to improve economic management led to the
appointment of new ministers for Finance, Planning and Economic Affairs. The IMF Report on
Observance of Standards and Codes (ROSC) assessment in mid-2006 received high level
support from the Ministry of Finance. The results of the ROSC have been widely discussed in
government agencies, signalling the new Finance Minister's commitment to fiscal
transparency.

There was a significant improvement in the level of auditing transparency in Indonesia during
2006, with the new State Audit Law passed in October. The Supreme Audit Commission plans
to approach the Constitutional Court to allow it full authority to audit the Tax Office.

In other areas, there is gradual progress. Despite successive regulations and amendments to
laws, ambiguities remain in the roles and responsibilities of different levels of government. A
revised draft package of five tax bills that became mired in controversy last year is now
expected to be passed early in 2007.

Indonesia subscribes to IMF SDDS and complies with its standards for central government
data, but sub-national reporting is inadequate and subject to delays. The government is
receiving technical assistance for this, and improvements in data reporting can be expected in
the coming years. At present, Indonesia maintains modified accrual standards and is working
toward implementation of full accrual-based accounting,.
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EXECUTIVE SUMMARY

3.25 Enacted

Indonesia continued to make progress with fisahgparency in a number of areas, most notably diting. A
cabinet reshuffle in December 2005 brought in a r@mance Minister, Planning Minister, and Coordimngt
Minister for Economic Affairs in an effort to impre economic management and enhance coordinatipolicy
making and implementation. The IMF Report on Obaece of Standards and Codes (ROSC) assessmeid-in m
2006 received high-level support from the MinistfyFinance. The ROSC was also produced in Bahasanksia
and has undergone extensive follow-up in termsublipising it in government agencies.

While a third of central government revenues aaadferred to the regions, expenditure assignmetteslen central
and local governments are still unclear. A draf/lon regional taxation has been prepared by thaskly of

Finance and is currently being reviewed by theslegire. Efforts are ongoing to improve data rapgrbf sub-

national governments, which in some cases are tingatata with a two-year lag.

There has been a significant improvement in thelle’ auditing transparency. On 30 October 2006,rtew State
Audit Law was passed (Law No. 15/2006), signifitamicreasing the powers of the State Audit Age(BPK).
Nevertheless, it still does not have a clear remitudit the Tax Office (through which nearly thopgarters of
government revenue flows) and the BPK intends fwra@gch the Constitutional Court for a ruling thatuld enable
it do so.

The Tax Office has itself undergone changes du2@p with the appointment of a new head, and a nmiggion
drive is underway. However, a draft tax packagectvtwas intended to broaden the tax base and ireptax
administration foundered on complaints that it putessive power in the hands of the tax collectarrevised
package is expected to be passed by early 2007.

The government is moving to a medium-term expeneliftamework (MTEF) from an annual basis, initigtin
economic planning over a three-year period. Themdd date for implementing this is 2008. In addjtthe task of

identifying accounts outside treasury control bega2006. The plan is to place all government bankounts

under treasury oversight and to complete the catetdn of all government cash balances into thea$ury Single

Account (TSA) by mid-2007. This will assist in lpet monitoring.

The government intends to move to full accrual aotiog by 2008 but this is unlikely given signifidacapacity
constraints. At present, Indonesia maintains nedificcrual standards. The government also ptasstimit a law
on public sector procurement to the legislaturplaging Presidential Decree No. 18/2000. The daaiftprescribes
penalties for corruption in the procurement process

Indonesia’s overall score is unchanged from laat.ye
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1. CLARITY OF ROLES, RESPONSIBILITIES, AND OBJECTIVES

oo Enacted

The government sector should be distinguished from the rest of the public sector and from
the rest of the economy, and policy and management roles within the public sector should
be clear and publicly disclosed.

Structur e, functions and responsibilities of gover nment

Indonesia’s form of government is based on the 1G4&stitution as amended, which specifies thatstiage is
structured as a unitary republicThe constitution establishes the division of goweent between the executive
branch, the legislative branch and the judiciariResponsibilities of the President, the People’s sDtiative
Assembly (MPR), the State Audit Agency (BPK), thep&me Court, the Constitutional Court, and theiciad
Commission are explained in government webgitd$ie MPR is entirely elected and consists of tivarabers, the
House of Representatives (DPR) and the RegionaleReptatives’ Council (DPD).

Fiscal relationships between the government angdlétgre are defined in the State Finance Law N@2003. The
DPD has no powers over legislation or the budgBecause most government policies are supportecedsl |
regulations, confusion has arisen due to confiictaws promulgated by different agencfes.

The division of responsibilities between the cdng@avernment, the 33 provinces (each headed byargor), and
local governments was fundamentally changed bsleiipn passed in 1999 From the beginning, a major concern
in the decentralisation process was to increasetyclm the roles and responsibilities of the vaolevels of
government.

In October 2004, a new Regional Autonomy Law No/2824 and a Revenue Sharing Law No. 33/2004 were
announced. These laws brought about some imprawsni®y addressing the relationship between theraent
government and local administrations. However, Regional Autonomy Law did not sufficiently addretbe
problem of clearly assigning responsibilities witlsectors. While over a third of central revennew accrue to
regional governments, central government deparsneohtinue to carry out expenditure in areas tlzt heen
devolved to the regions in 1999. According to Werld Bank, “it is still not clear who is in chargg key public
services, and central government departments agntim spend more than 50% of their development disdg the
regions on infrastructure services that are thpawsibility of provinces andabupten/kota®

The Ministry of Finance (MoF) and the Ministry obhhe Affairs (MoHA) have faced overlaps in termsaathority

in setting rules for fiscal management, with a nemisf implementing regulations being contradictofiyhe lack of
harmonisation between the MoHA and the MoF waselgrgesolved in 2005 through the establishment ffirat
task force to draft legislative amendmehtsDespite these efforts, there remains ambiguitythi@ roles and
responsibilities of different levels of governmeand there is weak coordination between central r@gibnal
governments. Regulations that clearly delineatpessliture responsibilities have not been issuefinancial
accountability and reporting by central and localvernments is established in the Audit of StateaRamal
Accountability and Management Law No. 15/2004 ara/é&nment Regulation No. 24/2005 on the Government
Accounting Standard.
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Under Law No. 33/2004, every August the MinisterFifiance establishes limits on regional governnieans.
Nevertheless, there are no effective sanctionsdorcompliant provincial governmertsPreviously, if the central
government failed to approve regulations proposgdbbal governments within a given time, these matically
became law but this no longer the caséhe amendments to the decentralisation laws h@sant the adoption of a
26% target (by 2008) for the transfer of net doimestvenues to regional and local governments, lemee also
reduced the scope for mismatches of revenue arehdipre assignment8.

Coordination and management of budgetary activities

Law No. 17/2003 on State Finances gives clear respility to the MoF for fiscal policy, the macr@@nomic
framework, and preparation of the annual budgedtweéler, another law relating to national develophmanning,
Law No. 25/2004, also gives Bappenas responsilfditylrawing up macro-economic plans. Accordimghe MoF,
there is no ambiguity of responsibilities betwelea two agencies, which coordinate their plans antly evaluate
the budget.

Bappenas prepares the preliminary draft of the angovernment work plan (RKP), which establishedicgo
priority areas. Parallel to this, the MoF develfipsal policy and, together with the National Dgament Planning
Agency (Bappenas), produces indicative ceilings éach ministry. Bappenas evaluates the discratona
expenditure component (capital expenditures anusteas) while the MoF is responsible for discussiom non-
discretionary expenditure (personnel, subsidietediliser, fuel, electricity and transport) withe line ministries.
Based on the priority plans and indicative ceilinge ministries submit their plans to Bappenad te minister of
finance. Bappenas evaluates the appropriate fyriprogramme in terms of its consistency with thee{year
Medium Term Development Plan (MTDP) while the Maises on the cost efficiency of the programes.

Each year the executive prepares the budget esSnfatr presentation to the DPR. The presidenth whe

assistance of the minister of finance and Bappdsagsponsible for the final preparation of théreates prior to
legislative approval. The budget is passed re@ment between the president and the DPR ondegdistature has
examined fiscal policy, the macroeconomic framewartd the budgét

There is now a clearer framework covering regidormtowing. In 2004, there was a ban on all redidoarowing.
With the latest amendments in 2005, regional gavemts may only borrow onshore funds that origirieden the
central government, other regional governmentskd&anon-bank financial institutions and the publi@nshore
borrowings from the public must be in the form afmestic bonds, which a regional government mayeisgon
approval from its regional legislature and the drdovernment. Regional governments may also takie certain
offshore borrowing (two-step loans) through the Mdter obtaining approval from MoHA.

The government is implementing a comprehensive étdgporting framework, whereby regions will haweréport
twice a year on budget realisation. Regarding btidgordination, central and local governments nuustertake
the synchronisation of planning and budgeting basedhe National Development and Planning System Na.
25/2005. According to commentators, further pregris needed in the standardisation of accoungistges, and
fiscal management capabilities in the regions niede enhanced as these can vary wide§ome regional
governments are still using their own standards,ibbWune 2005 the BPK released accounting stasdardall
levels of government; these should be rolled oubtal governments in the near term. In additialhlevels of
government should now start compiling data in age® with a classification that broadly follows theF
Government Financial Statistics Manual 2001 (GFSM12.
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Relations between gover nment and public sector agencies

Government relations with the central bank -- Bamdonesia (Bl) -- are governed by the Central Bauok (CBA,
Law No. 23/1999) and amendments to the CBA as ksiti@ by Bl Law No. 3/2004, which give the centoaink
legal independence. The law prohibits Bl from ppdawg credit to the government. The CBA cleartyablishes the
responsibilities of Bl and proscribes governmeterierence in the conduct of monetary policy. ©hé overlap in
the government’s operations and those of the debtiak occurs in the issuance of bonds and theirigpldf
government deposits.

Legislative changes went into effect in 2003 thii¢a the government’s relations with state-ownedegprises
(SOEs). According to the SOE Law No. 19/2003 ttatesis not allowed to become involved in the dagkdy
management of SOEs and must allow them full opmmatiautonomy. The same law also sets out rulgardeng
employees. SOE employees are not part of the sgvilice, so that remuneration and employment @sscannot
be made by the governméfit. In 2002, the DPR passed a new law that placessS@ier higher levels of
supervision. The law simplifies the corporate aite of SOEs, clarifies the economic requiremeiois
privatisation and restructuring, and requires tath SOE have at least three different internatisigory agencies.
In the past, commentators have argued that propfercement of the State Enterprises Law No. 19/2@08Id
make it harder for political parties and governmefiicials to use SOEs as “cash cows” for political personal
gain’® In May 2005, the president issued Presidentiair@e No. 8/2005 on the appointment of boards fatest
owned enterprises (SOEs). The new decree regulseselection process of SOE executives basedeuit, rskill,
professionalism, and integrity, as well as thegpamency and accountability of the process.

Article 71 of the State Enterprises Law states thatit of SOEs financial statements will be undertaby external
private auditors (public accountants) appointedHgyMinistry for State Enterprises. In practidestwould remove
state-owned enterprises from financial audits by BPK, and commentators feel that this will redube
transparency of the financial management of SBE# the oil and gas sector, with the state-ownedamina
established as a limited liability company sinc®20its accounts for 2004 and 2005 were auditedEimgt and
Young According to the IMF, it intends to scheduleagpmrate bond issue which would subject it to ttreitsny of
rating agencies, thereby improving transparentyAs of 2006, 24 SOEs out of the total of some &80have not
had their 2004 financial accounts audit®d.

The sale of SOEs to private investors has beemaortant in promoting private investment and impmgvtheir
efficiency, transparency, public accountability amporate governance. Since 1997, 17 SOEs haare frévatised

in part or in full but recently the privatisatiomggramme has stalléd. No SOEs were privatised in either 2005 or
2006, nor during the first nine months of 2006 -spie the fact that the government target for pedsefrom
privatisation for the year is 3 trillion Indonesieupiah.

There are a number of agencies that carry out pu#ivice obligations (PSOs) — for instance, piowisof
electricity, water supply and infrastructure in pa@oeas. The state also regulates prices in mattprs, especially
in the energy and transport industries. Some egdtare explicitly subsidised and accounted fohénbudget. But
in a number of cases, subsidies fall short of ¢olts that are borne by the enterprise in questionstituting a
quasi-fiscal activity. This in turn can raise fibaisks. Reportedly, the Ministry of State-OwnEdterprises is
developing a standardised approach to treat tHelggations?’

Government involvement in the private sector

Until recently, the Indonesian government formezbasiderable presence in the private sector, mastly result of
the bank rescue during the 1997-98 financial cdsisng which the government recapitalised the bankector and
thereby acquired bank assets worth 43 billion Ukado Under a plan agreed in 2004, the outstandimergency
loans extended under BI's emergency bank liquigigramme will be replaced by government securifies
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The government also has private sector holdingsutifi private charitable/non-profit organisationemmonly
known as ‘foundations’ oyayasan These entities, which have had the status ddllegtities since 2001, use
government assets and raise funds from the puiitt,are controlled by government institutions and ministries
at the central and regional levels. A report frelaman Rights Watch in 2006 suggests that the nurober
businesses controlled by the Indonesian Armed BqitMl) and the Indonesian National Police (POL#Rpugh an
opaque network ofayasanmay now exceed 1,530. Attempts have also been made to audit the TNiSirtess
interests, but these enterprises, which may gemeratmuch as 70% of the military’s expendituresyaia off
budget. The Armed Forces Law No. 34/2004 enacteSleptember 2004 states that all off-budget busesefom
the armed forces must be transferred to the govemhmithin five years. Commentators judged that plocess has
been slow, and in general the accountabilityyajasanremains weak because the government’s implementing
regulations relating to the Foundations Law haitktstbe drafted®

Thereshould be a clear legal and administrative framework for fiscal management

L egal framework for budgetary activities

The State Treasury Law No. 1/2004 and the Stateriem Law No. 17/2003 have significantly strengtldethe legal
framework for budgetary activities. Neverthelebg IMF noted in 2005 that “the proliferation oftexbudgetary
funds, weak cash and debt management, and shortgsrini the decentralisation framework continue aonper
fiscal management*

Several elements of the legal framework have béaified. The law provides a comprehensive deafinitof “state
finance” and outlines the general terms for the ag@ment of state finances. Also, the legislatiearty states that
the president holds full authority for the managetrod state finances, a role that may be delegatéide minister of
finance, other ministers/chairmen of institutiomsd governors, regents, and heads of local govertsmeln
addition, the law stipulates a clear division ofeso-- at both the national and regional leveln-the processes of
budget drafting, deliberation, approval, implemé&ota and accountability. It also provides for feemance-based
budgeting.

The State Treasury Law, in turn, provides rulings tmw state funds, assets and debts should be edriag

government officials both at the central and Ideskls. There is also a new functional budgetsifestion system
that seeks to unify the development and recurradgéts.

L egal framework for taxation

The rules and procedures governing central govemhtag administration are set out in two differéaws: one on
tax administration and the other on arrears cale¢f Recent initiatives designed to assist taxpayedsiacrease
tax revenues include simplified VAT audits, refurfds taxpayers who file accurate returns and variceforms
designed to improve the quality of taxpayer sewvidacluding improving access to information ana@tihg a
taxpayer bill of rights and a tax officer code dfiies. To improve tax collection, the governmeas tyradually
introduced measures to ensure that all personsamubrations with income levels above the non-téxaticome
level have taxpayer identification numbers. Notibase been sent to potential taxpayers to encousagstration,; if
recipients do not register, they could be subjechigher tax rates than those applicable to regidt¢axpayers.
There are now 10 million taxpayers, but most ofitHgave not yet submitted tax returns, so at tlagesis difficult
to assess the extent to which the tax base haneegahrough these effofsHowever, despite this apparent
progress, even the new Director General of Taxadidmits that tax collection will fall short of tharget set for
2006. Total receipts by November 2006 were 30@l®tr Indonesian rupiah, only 81% of the full ygarget.
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Traditionally, Indonesia’s tax offices have beegaised by the type of tax. In June 2002, the¢ lfissge Taxpayers
Office (LTO) opened in Jakarta under the purviewthaf Directorate General for Taxation (DG Tax) le tMoF.

The office focuses on processing the tax statenmantise largest taxpayers and aims to provide ofransparent,
and accountable services to large taxpayers. fiignily, under this system one person is resptmgdr all taxes

from a given company or individual. This systeneigpanding, by registering more taxpayers and ogenew

LTOs in a number of regions. A Medium Taxpayerdic@f (MTO) and a Small Taxpayers Office (STO) stdrt
operations in Jakarta as of mid-2005. To reduedikielihood of corruption, this new tax systemrihughly screens
officials and offers relatively high salaries. Ept for some STOs, transactions will be fully comepised such that
taxpayers can do most of the work online. The $pérates both online and manual systems, owinigetangbility

of some taxpayers to use online facilifés.New IT systems are being developed for the DG @menhance
efficiency and transparency and it is hoped tha2®y7 there will be a dedicated Data Processingr€&h

Tax collection remains inefficient, especially wheompared with tax systems in neighbouring cousitrie
According to Transparency International-Indonetie, tax department is perceived as the most coinsgitution
within the public servicd® A charter of taxpayers’ rights has been estabtisio set out legal obligations and rights
of taxpayers and a complaints centre has beenlistidh at the DG Tax headquarters to report misgoindy tax
officials. There are two routes for tax complainthe Office of Inspector General and the indegendNational
Ombudsman Commission. Concern remains over thabdlity of the current arrangements, because iispdctor
General is internal to the MoF, while the Ombudsrhas no power to sanction tax officials and cary asgue
recommendations to DG Tax. Additionally, the Taxtinal holds court hearings in public and is pthoader the
supervision of the State Administrative Court (PT)UNDecisions issued by the tribunal are final &mtling. A
code of ethics for tax collectors has been produeed a special division within the MoF’s Office fspector
General (Investigations Unit) has been set up whath recommend criminal investigations and/or sanstto the
MoF.

A package of five bills to reform the tax systenuigler scrutiny in the DPR; it includes three tawd, on income
tax, value-added tax (VAT) and luxury tax, and &ministration. The goal is to make the taxatigstesm more
business friendly, and to broaden the tax bas@émitedium term. The revised laws introduce a ®mjax rate
structure and improved tax administration — inipatar, for VAT refunds. A number of commentat@ainted to

concerns within the business community that theghax law drafts need significant revisions, &y thave several
inadequacies and fail to address the imbalancedsgttax auditors’ powers and taxpayer rights. péekage has
been mired in controversy from the outset, with ofiehe main concerns being that the draft laws guaessive
powers in the hands of the tax collector. The tess community has concerns related to accesspgay@r bank
information, authority to seize or block bank aauisy the power to arrest and detain a person, lendequirement
of full settlement of a tax obligation before coetpdn of the appeals process. A revised draftaw meing

circulated among the relevant agencies, includirggtax Office. Commentators suggested that thewawld be

passed by early 20067.

In April 2006, the government dismissed the chiethe Tax Office in response to allegations of gafd a new
head was appointed. One of the reforms plannedrder to limit the authority of tax officials is separation
between the function of collecting taxes and tHamaking regulations. The blueprint for reformaliscludes a
reduction in the number of employe®s.

A special law is being drafted on public tax coteis in order to reduce collusion between tax alvasts and the
tax office (40% of tax consultants giving advicetda@payers were former (retired) tax officials wiile tax returns
for their clients)*

Local tax and levies are regulated by Regional $aml Levies Law No. 34/2000 and Government Reiguléo.
65/2001 and No. 66/2001. The levy of regional saxities, fees, and charges has been complicgteuibnesia’s
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decentralisation process. Law No. 34/2000 autherigcal governments to create new taxes, feedeaiws subject
only to undefined principles. The decentralisawogramme has increased the importance of shaxeshues. The
most important factor was the inclusion of oil agak revenues and personal income tax in the taxbe shared.
For each of the shared taxes, the province receivesnor part, whereas the bulk of the revenuegogtocal
governments.

Law No. 34/2000 authorised local governments tater¢heir own taxation instruments, but the law wiid allow

local governments to apply taxes to the same tagdas the central government. The draft revisidaw Law No.

34/2000 intends to introduce a closed list of taard user fees that can be imposed locally. Th# thw on

regional taxation has been prepared by the FisaiagdyPUnit in the MoF and is now with the DirectéeaGeneral of
Fiscal Balance which is working on an improvemensame articles and items in the law. It is aptited that the
draft will be submitted to DPR in 2067.

Ethical standardsfor public servants

There is no single code of ethics covering theremivil service. Ethical standards for publicvamts are explicitly
stated in the laws of major governmental institogioincluding Bl and the LTO. A Code of Conducithwits

corresponding Code of Conduct Committee, has bstablshed within the Office of the National Ombnnds.

Lack of enforcement and monitoring remain a seriouscern. The World Bank has been assisting vift@inting
for a governance programme to help Indonesia vghstructural progress needed to reduce corrupiioihrestore
integrity in the public sector. The Yudhoyono adisiration has made governance a priority but threreain
concern about the structural nature of corruptiah measures needed to tackle it.

The government has gone ahead with plans to irtegina functions of the Independent Commissiorthier Audit
of the Wealth of State Officials (KPKPN) into arntiacorruption commission in a manner that presettiesntegrity
of the wealth declaration process. As mandated &y No. 30/2002, the Corruption Eradication Commoiss
(KPK), established in December 2003, set up a apeciti-corruption court that started operation2@94. The
wealth reports, however, are no longer made auaila the public owing to legal technicalities thatuld
potentially expose the KPK to prosecution. To prévabuse of its extraordinary powers, KPK has aglbptvo
codes of ethics — one for its commissioners andhandor its staff.

The State Finance Law has also strengthened tinelestds for public servants. In particular, Artid®& makes
government officials personally responsible fottesttunds under their control. If properly enforcedficials will
face jail terms for embezzlement and mismanagenagwt,they will be forced to personally reimburse ¢hate for
any misused or embezzled public money. All cighaants are subject to equal punishment for theeshsaal
crime, regardless of rank.
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2. PUBLIC AVAILABILITY OF INFORMATION

eoe Enacted

The public should be provided with full information on the past, current, and projected
fiscal activity of gover nment.

The single budget for routine and development edjperes, which was initiated in 2005 to achieve oh¢éhe main
goals budgetary reorganisation within the MoF, waaintained in 2006. The 20@eport of the Conversion
Guidance Team for Changes in Format of the StatdgBtexplains in detail the changes to the format efdtate
budget, where expenditures are now classified dowprto core administrative functions and publiavim
activities*

Central government operations

Data on central government operations cover allgbtaty central governments units, including mimgstr
departments and non-ministerial institutions. ®perations of the extra budgetary units of cergmlernment are
not included. The annu&emester Report on the State Budbaporan Realisasi APBN Semester I) publishes data
for the first six months of the current fiscal yeahowing revenue and expenditure details of buadgetentral
government® That document is published in the seventh moriththe current fiscal year. The annual
Supplementary Budget Repditaporan APBN-Perubahan) publishes annual provaiadata for expenditure
realisations of the current fiscal year, and itpisblished at the end of the fiscal year. A briefiew of the
performance of the current year’s budget is aviilaim Bl's Investor Information and Enquiries (IIBjebsite®
Summary information on the budget for the followiggar, including macroeconomic assumptions andréutu
government policies affecting government revenigealso publicly available.

Transparency in financial management has bendfited the State Finance Law, which covers all statels in all
state institutions. It requires the governmensubmit reports no later than July on budget implatatgon for the
first half of the current year. In addition, toseine accountability, the president must delivepeesh on the status
of the state budget's implementation, audited ey BiPK, six months after the current fiscal yearsen&imilarly,
governors, mayors and regents must deliver accbilibgasspeeches at local legislatures six monthsrahe current
fiscal year ends.

There are no systematic and publicly available mspan the government’s contingent liabilities, &ependitures or
quasi-fiscal activitied! A significant obstacle to fiscal transparencylimlonesia is the opacity of off-budget
accounts -- mostly non-tax revenues collected lwegument and government-linked institutions thatgéneral, are
not publicly reported. Some efforts have been made the past three years to make these funds traoreparent
and to bring them into the budget process. laitdit report published in September 2005, the BiRdttified over
1,000 off-budget accounts held by numerous govenmtmenistries and institutions. As such, it is lear how
much progress has been achieved despite commitriieebting them on budget. The fact that so marfiyboéiget
accounts are now being audited and are open téegreerutiny should increase pressure on the utistits involved
to bring them on budget. However, uncertainty ri@enabout the total number of off-budget funds thatious
ministries and state agencies retain. In additidthough the Foundations Law and the State Audi limit the
legal authority of the BPK to audjtayasan the BPK seems prepared to conduct audits wherieverdeemed
necessary®
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The programme of performance audits of SOEs haslax@ely been concluded and the question now is wiauld
be the follow-up. The audits of key SOEs (Garwaindo Il, Jasa Marga, Telkom, PT PN-IV) were ctetgyd in
2002, the results published, and corrective actfonsulated. These audits, conducted by the Sdateelopment
Audit Agency (BKPK) have been criticised by the t8taudit Agency (BPK) for inattention to possibladncial
irregularities in the SOEs’ financial reports The State Finance Law contains several positigasures to improve
the transparency of the SOE sector. Under the tlaevBPK will audit all SOESs, including those undiee central
government and those under regional administratiddsSOESs operating under the central governnaeatrequired
to attach their financial reports to the governrieebtudget accountability report, which must be sittad to the
DPR by the president. SOEs operating under rejigmeernments must attach their financial repootshie local
government’s budget accountability report, whicH thien be tabled at the local legislature.

Public sector _oper ations

Data are disseminated on general government opesatiand cover the operations of the budgetaryraent
government, the provincial and local governmeridsita on social security funds and extra-budgetang$ are not
included. Data breakdown includes revenue; expergli the deficit/surplus; and financing, brokenwdoby
currency into foreign-currency financing, and dotizesurrency financing. The data for central gowaent and the
provincial governments are based on the accouméogrds of actual outturns for all levels of goveemt (not all
local governments are included). The anrftiabncial Report and State Budg@tota Keuangan dan RAPBN),
published ten months after the end of the refergeee, publishes annual consolidated data for #m®us elements
of general government on revenue; expenditure, difécit/surplus; and financing, broken down intarefign-
currency financing, and domestic-currency financing

With the implementation of fiscal decentralisatitime quality of sub-national government fiscal daéa become a
central concern for effective and transparent fisnanagement. Currently, the central government requires the
regions to submit financial reports to the MoF thalude their budget, budget implementation repoand final
accounts. The MoF is working to improve its RegioRinancial Information System (SIKD) to allow fonline
submission. The MoF then publishes summary firsntzita on its websit®.

Progress in establishing an effective reportingesysfor regional finances has been slow. One keplpm is that
the central government has hitherto used a GoverhFieance Statistics Manual (GFSM) 1986-complsysgtem,
while local governments compiled data on a nonesdatised basis. In 2005, the central governmeartest a
process to switch to GFSM 2001, and has draftedlaggns on Local Government Financial Managemenhghat
budget classification and accounting rules follbw provisions established by Government Reguldtion24/2005
on the Government Accounting Standard.

Under Decree No. 29/2002 on Local Government Buglgae fiscal performance of local governments khbe
evaluated based on procurement standard examieatiwork performance indicators, and cost standards.
Performance budgeting has gradually been introduiteids expected that performance indicators wiltrease
transparency and accountability in regional fisglanning in the medium term. However, it will bense time
before regional governments are familiar with tHém.

A commitment should be madeto the timely publication of fiscal information.

Indonesia subscribes to the IMF Special Data Digs&tion Standard (SDDS) and complies with the siathsl for
coverage, periodicity, and timeliness of reportaentral government and public sector dfata.As of 2006, an
executive summary of the budget is published onoathty basis. On a quarterly basis, the MoF phklisa
summary plus a breakdown of revenue, expenditudefimancing. Consolidated GFSM 2001 figures ateased
annually which consist of general government fimafehich includes the central government budget extca-
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budgetary activities) as well as consolidated prowl and local government finance. The reporntelsased in a
timely manner on the SDDS website. The qualitgearitral government data is good and reported witheamonth
lag but local and provincial government data iobestandard. Although coverage is 80-90% anddeeimsing, in
some outlying areas the time lag can be as muthagears. Most regions however report within ninenths and
the government is using sanctions against regibat are not complying. Some regions are submittagy
accounting report§

Preliminary, unaudited data for the previous yearpblished at the end of January and may bea@igso or three
times. These revisions take place over a six mpattod, and the audited report for the previous yg available in
July. Given the introduction of the GFSM 2001 cifisation and the new regulations on the Government
Accounting Standard, it is expected that a longditeon period will be required to achieve full ilementation.
Indonesia has taken a flexibility option for theélliness of SDDS data on general government opesifi The
MoF has received technical assistance from the iMinprove fiscal transparency with an emphasistartistical
dissemination. The MoF is keen to improve the raedm and systems of data reporting. There isate tbr
moving to an online system of reportifrg.

Debt reporting

Information on government debt and financial asgefsublished with the annual budget. Financiaktsare also
reported by the central bank, and information owegoment debt, including loans, interest, debt tantding,
maturity dates, and closing dates is covered irgtheernment annual budget report. Projected repatgrof short-
term debt are published periodically. The MoF legablishing a consolidated balance sheet for theipus fiscal
year in 2005° BI publishes information on its debt managememtbehalf of the government, particularly on
external debt. This information is available inhBaa Indonesia and English on Bl's webS$ite.Data on
government-guaranteed debt and SOE debt are na anadlable to the public.

Advancerelease calendars

The Indonesian government publishes an advancaseslealendar giving three month’s notice of theeetgd
release dates of public sector data. The sameeapipl data from central government operations fandentral
government debt. In all three cases, notificatidrthe exact release dates is given one week irarasy and
disseminated via the IMF’s Dissemination Stand&ualetin Board.
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3. OPEN BUDGET PREPARATION, EXECUTION, AND REPORTING

g Compliance in progress

Fiscal policy objectives, macroeconomic framework, and risks

Fiscal policy objectives

The Yudhoyono administration has introduced two meuments: the National Medium Term Developméan P
2004-2009 (RPJMN, Presidential Regulation No. 780&hd the annual Government Work Plan (RKP, Resmcan
Kerja Pemerintah). The RPJMN provides medium-tgaals for the socio-economic development of Ind@nes
with decentralisation and regional autonomy asrijtyicareas’® The RPJMN sets six policy goals: clarify the
division of authority between the levels of goveroe; encourage interregional cooperation in thetecanof
enhancing public services; arrange the institutiohsegional governments to make them more propoaii and
professional in accordance with their needs; peeparegional government apparatus that is qualliigsed upon
standards of competence; increase the financiaaigpof the regional government; and arrange netereomous
regions.

The RKP is an annual plan for the implementatiordevelopment objectives, and serves as a guidé&iné¢he
formulation of the State Budget Bill (APBN) by imcling specific measures and targets that aim tfil thie
RPJMN’s missiof® The government presents the APBN for the nexafigear along with its Financial Note
Document. The APBN is compiled based on each g&RiKP -- which is also presented to the Budget Citteenof
the DPR for discussion.

The State Finance Law and Government Regulation 2862003 prescribes the fiscal rule that the cadatdd
national and local government budget deficits betéd to 3% of GDP in any given year, and thatltottral and
local government debt not exceed 60% of GDP. Nhebtrss, because of delayed reporting by sub-radtion
governments it is difficult to enforce this rul@he IMF notes that debt ceilings for sub-nationafernments have
not been established.

The government is moving to a three year rollingdime-term expenditure framework (MTEF) from an aainu
basis but implementation is not planned until 28/08.

M acr oeconomic framewor k

The macroeconomic assumptions underlying the bualgeadssessed in meetings between the Nationaldpewent
Planning Agency (Bappenas), the MoF, and the Bhe budget mentions some of these assumptionscakpli
including economic growth, foreign exchange, insérand inflation rates, the oil price, and crudepmduction®
Using these and other assumptions, a base cas#iscisrcreated and published with the budget d@suation.

The World Bank had previously noted that macroeatinamodels are not transparent to the public. dditéon,

commentators pointed out that since there is ndibgnagreement between the legislature and thergmeant on
fiscal policy prior to the detailed budget, diségass on macroeconomic assumptions continue thrautghe budget
formulation process, with the legislature sometimiesnging revenue estimat@s.
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Oil revenue projects are clearly reliant on oilcpriassumptions that are believed to have been matisely
estimated in the past. However, the governmenbig using futures prices which are likely to be enceliant and
transparent.

Fiscal risks

The macroeconomic assumptions used in preparingutiget are stress-tested for changes in variaflesse fiscal
risks are presented to the legislature as workiageps, but according to MoF officials, they are amtensively
discussed? According to the IMF, the budget documents sutemito the DPR do not include an analysis of the
sensitivity of the estimates to changes in econamitables and the main fiscal risks are not regubit

Important sources of fiscal risk are the significaff-budget accounts and contingent liabilitie® tilndonesian
government has accumulated since the 1997-98.ci@imtingent liabilities stem primarily from thogaarantees to
protect depositors and creditors in the bankingesysguarantee schemes to the private sector tioreethe flow of
credit, sovereign guarantees to private infrastmecproviders, and pension payments obligations.

To a very small extent, fiscal risks are providedih the budget in the form of a contingency furkbr instance, 6
trillion Indonesian rupiah were provided in fiscgbar 2000 to anticipate a mismatch in the firstnibuwof
decentralisation. Every year, an annual levy datigy consultation between the president and the prBvides for
a mismatch between ex ante and ex post policy messuror 2006, the contingency fund was 2 trilliodonesian
rupiah or 0.1% of GDP which, according to commetgtis not sufficient to provide for fiscal riskSthe 2007
budget has set aside 4 trillion Indonesian rupdatitfe contingency funtf.

In July 2003, the DPR finally approved an agreentativeen the government and the Bl to settle adsaanising
from the emergency loans extended by the centrdt Haring the financial crisis in January 1998n addition, the
Indonesia Deposit Insurance Corporation, whichtethoperations in September 2005, has replacedldnket
guarantee system with a regular deposit insuratcioense administered by the deposit insurance agefiog.central
bank’s lender of last resort facility is now onlyade available to address systemic problems andhemasis of
constructive ambiguity.

The MoF has evaluated the contingent liability atle SOE. The MoF has two fiscal risk units. Onarider the
Directorate General Debt Management (which handiesagement of risks), and there is also a FiscttyPo
Agency which focuses on policy issues. DG Buddgd has a section that calculates data with betfafirisk units.
This is then incorporated in the budget. The Mo&ymeceive technical assistance for the calculatibfiscal
risks>’

In addition, state banks have a non-performing IGiAL) ratio of 15.9% and represent a fiscal ridk. October
2006, an important revision was made to governmmegulation No. 14/2005 on Selling State Assets.isTh
accomplishes a key financial sector reform soughthle current minister of finance to empower stawed banks
to restructure their NPLs based on commercial clamations, rather than adhering to burdensome siatéon
procedures. Due to this change, state-owned bargksow able to dispose of their NPLs in the saraamar as
private banks, removing a major constraint in tladility to clean up their books. All state-ownleanks will be
audited by the BPK in futur&.

Fiscal sustainability

Bl has recently published a series of documentisgal sustainability in which it discusses the gmment’s fiscal
sustainability targets, bond issuance, and meagar&eep the debt burden under control. These dents are
available on the central bank’s Investor Informatand Enquiries (IIE) websif8. The State Budget Performance
and the Government Debt Management reports elabooat the actual realisations of quarterly revenues,
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expenditures and the historical evolution of dedgayments. A Debt Strategy document was publighezD05,

which presents the general strategy on managingrgovent debt for 2006-09. Quantitative exercisediscal

sustainability are not publicly available, althoutjfie State Budget Performance reports have sonetimecred
them in qualitative terms. For example, the goment has released information on the contingebilili@s that

may arise as part of the new deposit insurancenseh¢he liquidity facility to cover any shortfalh iservicing

liabilities to a restructured electricity generatiproject, and the guarantees to the state-owmtideain respect of a
convertible bond and a standby letter of credit.

In view of the significant fiscal cost of maintaigi fuel subsidies in 2004 and 2005, the governrhastprovided
information on the costs involved and changes ¢onhy the subsidies are assigned. It is estintatgdn 2005 fuel
subsidies exceeded the health and education buddetsa result, a fuel price compensation progranhae been
implemented through a change from commodity-basédidies to direct cash subsidies for about 191Romilow-
income households (about 30% of all householdaderesia). The subsidies commenced in October, 2G@5the
provision of cash aid until December 2006. Thegprmme will almost certainly be extended into 2@@libwing
monitoring and evaluation to enhance its operatiod improve targeting. In the longer term, the egament
expects the direct cash subsidy programme to belaleed into conditional cash transféts.

The government debt to GDP ratio improved from 9ir#d 999 to just over 40% of GDP in 2006. Under the
medium-term fiscal framework, this is expected ézlihe to 30% of GDP by 2078 .The new unit in the MoF for
managing fiscal risks is expected to assist in dabtainability analysis.

Budget presentation

Data reporting

Law No. 17/2003 has already led to changes in tesgmtation of the budget, which has been made cwmpatible
with international practice. From 2005, the presialistinction between the routine and the devetyrbudget has
been replaced by a more economically meaningfgkdiaation of budgetary expenditures.

Data classification for revenues, expendituresarfaing and debt will gradually be moved to a stahdaat is
broadly compatible with GFS 2001. Budgetary furate presented by sector, sub-sector, programme, and
project/activity. Expenditure is also classified &penditure type. This classification containsekatively large
amount (around 6% of total expenditures) for urwgted expenditures, which reduces transpar&h@bjectives of
major government programmes are included in theyéudnd are presented by sector. Statements eftolgs are
described in more detail in a supplementary budgetiment calledUnit 3A. The budget also details the central
government’s overall balance. In addition, theteét®evelopment Audit Agency (BPKP) regularly audits
government agencies with a view to identifying agitional non-consolidated funds.

At the beginning of 2006, the central governmend loaly received 90% of sub-national governmentsidat

outturns for fiscal year 2004, a lag of more th&nionths. The government of Indonesia declaretthenMarch
2003 Letter of Intent to the IMF that developing effective regional budget reporting system remairgiority.

There is to be a strict budget-reporting framewavkereby regions will have to report twice a year ludget
realisation. To ensure timely data submission¢tiams such as the postponement of transfers wilifposed on
regions that fail to comply with the reporting rég@ments®

The budget discloses information on tax exemptamts tax estimates in terms of net value, but statesnon quasi-
fiscal activities are not included. Contingenblldgies are not reported in the budget document,dome of these
liabilities can be found separately in relevantwoents such as the balance sheet of the natioeatielty utility

(PLN). Commentators noted that contingent lialeflitwill be better accounted for in the 2007 buddgeeportedly,
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comfort letters and guarantees are being offerextder to stimulate public private partnershipshia infrastructure
sector, and the previously unallocated contingdnnyg in the budget will now apply to these guaraste

Budget execution and monitoring

The restructuring of the MoF involved, inter alibe rationalisation of budget preparation and etieouunctions.

Nevertheless, some of the tasks were not compleétid The Directorate General of Budget (DG Budigebved

from a traditional budgeting system to a perforneabased budgeting system. Changing the mindssatfifin the

MoF and line ministries was not easy and requirsdlsstantial number of training and workshops. &he result
fell short of what was intended. In most yearsloimesia spends 50% of its capital expenditurelsdriast quarter of
the year but 2005 saw 54% of capital spending @dmwut in December alone. The budget had to hisagwwice in

response to complaints from line ministries. 19&0however, expenditure is improving and as of@etbber 2006
expenditure realisation was around 47.5% of thget&f

The decentralisation laws No. 22/1999 and No. ZBl@troduced the concept of performance budgeiinghe
regions. The performance-based budgets shoultheiory, increase transparency and accountabilitye@ional
fiscal planning. However, it will require some grbefore regional governments are familiar witmtheThe annual
accountability report of the head of the regionthe district level assemblies (DPRD II) providesnsouseful
information regarding budget monitoring. Howewis document is not comprehensive in general Yaiuating
budget implementation and results achieved.

The State Budget Performance reports include glaitéormation on total expenditure realisationsvalue and as
a percentage of the funds in each budget, brokem diato central government expenditures and traasteregions.

Realised central government expenditures are futiheken down into subsidies, personnel expendsturderest

payments, material expenditures, social expendifucapital expenditures and oth&s.The government also
presents current realisations of the budget tacéténet every month. These data are not publichflable and are
intended for government offices only.

The MoF is drafting regulations on spending by oegl governments that aim to set minimum serviaadsdrds, by
defining criteria and processes. The MoF can iestthe regional government to follow the budget ¢artain
sectors and activities. This spending tends tadmainistrative rather than capital spending anchamaged at the
provincial level, with governments required to giaweaccountability report to the centfe.

In 2005, the routine and development expenditur®wombined into a single account, where experaditare now
classified according to core administrative funesi@nd public service activities. This change reaslved serious
concerns about the lack of unified oversight ortamnover budget preparation, and the risk of drgilon of
recurrent spending and diversion of budgetary nessuto unintended purposes. On the other haadsuhstantial
off-budget funding still reduces the scope for pulisicrutiny. Budget allocations had typically bdeased on an
implicit assumption that departments would raisartbwn funds off budget, something that was peveam the
case of the military and poli¢é.

Until recently, the consolidated financial statetsepresented to the legislature were not availabtd two years
after the end of the fiscal year. The governmeastheen trying to reduce this time to no more thaatve months,
with the ultimate goal of reaching the OECD staddair six months. Importantly, the MoF has now bkshed a
‘Treasury Single Account’ (TSA), which has allowkdionesia to consolidate its government account®topile a
fiscal year 2004 balance sheet, cash flow statera@t a budget realisation report for the firstetimnan important
milestone for transparency in public finances arzbast for measures to combat corrupfiorithe World Bank is
assisting in this regard. Already, pilot accountth zero balance accounts exist in some locatiodakarta. From
1 September 2006, pilot accounts have been extendatbther fifty location8’
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Accounting basis

In 2005, the BPK and the central government drafieyernment Regulation No. 24/2005 on the Governmen
Accounting Standar®. Previously, a number of financial accounting dtams coexisted. This led the government
to establish in 2002 the Government Accounting &datls Committee to overhaul the government’s adiogin
system, to synchronise central and local governrmeodunting and to ensure that they converge witrmational
standards of accounting issued by the InternatiBedkration of Accountants (IFAC).

At present, Indonesia maintains modified accruabaating standards. The government intends todoice full
accrual accounting by 2008 but commentators nated this is unlikely given the capacity constraiated the
relatively poor skills of ministries and line ageee’> Among the main factors limiting full implementai of the
new standards are extra-budgetary activities aadiefiscal activities.

Work on accounting reform and implementation remmairtoncern at the local government level. Sorhenstional

governments have applied these standards, ands@heexpected to follow in the next few years. sfygulated in

Law No. 25/1999, the heads of Indonesia’s distrégtd municipalities are responsible for public seeiccounting,
and local governments have so far had the freedpmievelop their own systems and procedures fomdiadh

reporting. Some commentators have suggested thpteaent many local governments remain unprepéoed
adopting the Government Accounting Standard and>fR8 2001 classification, and further internatiomsdistance
is needed to develop technical expertise and flirfddilities.”?

Procur ement and employment

The State Treasury Law provides officials at bo#ntcal and local levels with detailed rules govegniheir

management of state funds, assets, and debtsgdMsenment has to seek legislative approval forstle of state
assets, which it must conduct by tender. Thiseisighed to reduce the opportunities for opaquet &isaesfers to
politically connected individuals. The legislatiaiso details penalties and sanctions for violatidny state
treasurers and contains clear stipulations ondlttement of government financial losses causethisynanagement
or corruption’

A revised Presidential Decree on Procurement Nd2@XB was issued in November 2003, which tightened
procedures for procurement in the public sectorbath central and local government levels. This eecr
encompassed the establishment of a National Pnoante Office (NPO), which has still not been fully
operationalised. A skeleton office has been seinuBappenas but it needs to be made independeexisfing
ministries’* The new body will be charged with policy-makimgthe area of procurement, disbursement settlement,
and human resource reforffisln addition, the National Electronic Procurem@aivernment of Indonesia (NePGl),
still in the pilot stage, is an e-Procurement agglon system designed for government procuremegbods and
services, in order to help government agenciesaronore transparent and efficient procurement psoces

The government plans to submit to the legislatul@nareplacing Presidential Decree No. 18/2000 oblip sector
procurement, prescribing penalties for corruptiorthie procurement process. In addition, the daaidtwill allow
companies to bid for government contracts withautihg to be accredited by the Indonesian Chamb&oofimerce
(Kadin) or its affiliated associations. Mediumsesizand large-scale enterprises would be forbidoem bidding for
projects reserved for small businesses (projectthviess than 50 billion Indonesian rupidh)The law is still being
prepared.

Regulations for employment practices exist and ctlve recruitment process, pension plans and cateas. The
organisation of the civil service system is estt#d in Law No. 8/1974 and revised in Law No. 4849
Decentralisation Law No. 32/2004 assigns respaiitg#si for overall management of the regional cisérvice to
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provincial governors. There are a large numberagéncies at the central level which are respondibte
management of the civil service, including the Naail Civil Service Agency (BKN), the Ministry of e Affairs
(MoHA), MOF, and the National Institute of Adminiation (LAN).

At present, in addition to the base salaries, theeea range of discretionary allowances and patsnehich render
the remuneration system non-transparent. The kinisf Finance has set up a task force to exantiaeentire
compensation package. This is intended to leashtmdependent remuneration commission that wooNgcsenior
officials in the first instance and eventually ttigil service as a whole. The legal framework floe civil service,
which includes the basic Civil Service law of 1988 Law on Government Organisation and the Lawensions,
is being reviewed and reviséd.

The World Bank has been discussing issues relatediit service reform in the last few months witie Ministry
for State Administration, as well as arranging fpditudies. In some ministries the World Bank igparting various
types of redundancy packadés.

Fiscal reporting

Government authorities make regular reports onirtifementation of the central government’s fiscalggzamme,
both to the legislature and the public. The aniBugiplementary Budget Rep@ublishes annual provisional data
for expenditure realisations of the current fisgaar, and it is published at the end of the fisedr. Monthly
financial accounting reports are published intdynaReporting of sub-national fiscal activitiesdaly presented to
the regional parliaments. The MoF has set up alesed regional financial information database wittensive
budgetary information for each region, but accagdio some commentators little analysis is carriatd an these
data®

According to the constitution, the DPR plays a kele in budget reporting. The DPR Budgetary Consiois
oversees the revision statement of the approvedgdiutty mid-year to assess the feasibility of budget
implementation in light of any changes in the macenomic assumptions. In addition, it receivesienpf the
Supplementary Budget Reparid the BPK’s audited final accounts for reviefhe DPR’s primary role, however,
has traditionally been in budget formulation, wittie formal provision for oversight by budgetacgmmittees. As
such, the role of the parliament as the institutiath public responsibility for financial oversiglg not widely
understood in the country.

Data from the budgetary sector of sub-national guwents are not yet reported or consolidated faregs
government reporting in a comprehensive or timedy w
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4, ACCOUNTABILITY AND ASSURANCESOF INTEGRITY

oo Enacted

Data quality standards

Fiscal data are compiled and disseminated undert¢hms and conditions of the State Budget Law, the
Supplementary State Budget Law, and Law on the tdddbtate Budget. The classification codes usambtwert
the accounting records to the revenue and expeadiategories used in the data on central governoperations
are published iCodes for Expenditur@MAK) and Codes for Reven(®IAP) Circular No. SE-36/A/2003.

Inadequate coordination of budget monitoring andoré-keeping has resulted in duplication and fragpex
financial information systems. The regions areeetpd to implement budget management and accolitytdbi
compliance with performance-based budgeting aneémgowent accounting standards as established b&uti of
State Financial Management and Accountability Las 5/2004. Data quality is expected to improvadgally
over the medium term as the new Government Accogr8tandard is rolled out to regional governméhts.

Public activities are assessed through ad hoc sé@nd regular programme reviews. The an@ehester Report
on the State Budggtublishes data for the first six months of therent fiscal year, showing revenue and
expenditure details by economic classification. e Ténnual Supplementary Budget Repagpublishes annual
provisional data for expenditure realisations @f turrent fiscal year.

Independent scrutiny of fiscal information

Independent macroeconomic projections are prepdmgdindependent economic institutes, universitiesl an
international agencies, and discussions are hehitiwem. No systematic mechanism exists, howdweergxternal
scrutiny of the government’s budgetary projectibpsuch institution§?

I ndependent Audit

The State Audit Agency (BPKHBadan Pemeriksa Keuangais Indonesia’s supreme auditing institution, whigith

the passage of the Audit Law No. 15/2006 in OctoB866 achieved close to full independence from the
government. The BPK is funded from resources efahnual budget. This financial independence hawed the
BPK to increase its staff from 2,851 in 2004 to634n 2006, and increase the number of sub-officas seven to
16, while modernising its equipment and increasivggbasic salary of staff by a factor of nine (bity salaries into
line with those of the BPKP and the MoF). The ldipudates that BPK should eventually have an offiteach of
the 33 provinces — it currently has offices in justler half®

The past year has seen a significant improvemetiteirievel of auditing transparency in Indonesithwie deeper
implementation of the new laws on State Finance&3uey/Audit. Reporting in 2005 included non-taxeeues that
had never been reported before and a list of 98Ridual named accounts used by ministries. AboGttéllion
Indonesian rupiah in state funds were transferreth fthese accounts into the MoF Treasury accounteShen,
about 600 of these accounts have been closed BPKeestimates that all individual accounts showddgbne within
two years.
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During the Suharto years, the BPK had a very namoandate, which has been significantly widened \ilité
passing of Law No. 15/2006. Nevertheless, thergiicoe to be ambiguities regarding key sectors finieed to be
audited, most notably DG Tax. These confusionslrdésom a particular feature of lawmaking in Indmia where
very general laws are issued with the details teselater on. In addition, old and existing laave not nullified,
creating further ambiguity. As far as DG Tax isicerned, old laws protected the confidentialityteof information
and according to the BPK it still does not haveandate to audit DG Tax. This means that the BRKaealit only
30% of state revenues (including customs, landbasilding tax), leaving the other 70% unaudited.céwling to the
BPK, it cannot give an unqualified opinion on thedbet until it can audit DG Tax. The BPK plansafiproach the
Constitutional Court over this issue. Another iptetation of the law is that the MoF can allow BRK to audit the
DG Tax. It appears that some laws will need tamended to rectify the situatiéh.

The BPK'’s mission is to examine the accountabditytate finances and to disclose these findinghg¢dPR. The
BPK audits have the following objectives: to assbe fairness of the revenue budget and the iagast actual tax
revenues; to ascertain the existence of sound astnaition that complies with laws and regulatioasd to assess
the application of tax returns and penalties. Ashs the BPK is not responsible for the monitorofgbudget
implementation; this is the responsibility of theseutive. In charge of auditing all state finandé® BPK also
audits SOEs and firms owned by regional governmeBfsecial audits are performed for activities saspd to be
fraudulent or criminal, and cases of abuse and seisare noted and passed onto the Attorney Geneéd#ice
(AGO) and the KPK for further action. Although tlmus is on these latter institutions to pursuenicral
investigations, some commentators noted that thase become much more effective since the formatiotihe
Coordinating Team for Combating Corruption (Timigi&br) in April 2005. Timtastipikor has pooledehesources
of the BPK, the police, the AGO, the Centre fordfiaial Transaction Analysis and Reporting (PPATKJ athers
to investigate criminal activiti€s. The BPK now has much closer relations with poltbe KPK (Anti-Corruption
Commission) and the PPATK.

The State Budget Financial Accounting Repssts out the BPK's findings and is submitted to BiéR for
parliamentary revieW There is still ambiguity on whether the Foundasih.aw No. 16/2001 (as amended) allows
the BPK to audit, or review internal audits, of mn@antyayasancontrolled by, for instance, the TNI, the policgada
Bl. Article 52 of the Foundations Law stipulatésitt foundations receiving (financial and other) fa@m the state
must be audited by public accountants. Howeveticler3 paragraph 2 of the State Audit Law 15/2@€tes that
“in case law audits (of government and governmexiated bodies and agencies) are undertaken by cpubli
accountants, their audit reports shall be submitbethe BPK and be made public”. According to thekB it will
now begin to audit TNyayasanjust as it has already started to aydiyasanoperated by Bl. It is already starting
to audit procurement at the Ministry of Defefite.

Although the BPK is the national auditing body, 8ate Development Audit Agency (BPKP) -- the inwraudit

agency created by presidential decree during tieu$w administration -- also carries out auditdrgarnal controls
and reports directly to the president. The StatditALaw envisaged the absorption of the BPKP ey BPK, but

this has not yet taken place. The line betweeareat and internal audit is blurred, and with lig responsibilities
of the BPK and BPKP. The BKPK'’s status as a gawemt agency has raised concerns over its indepeadan
auditing public finances, SOEs, and foreign-fungedjects. Some commentators judged there has heaeal

progress in clarifying the role of the BPKP and riggationship with the BPK. There is still no maasm for

cooperation or contact between the two agencide BPK has largely remained understaffed and uretsurced,
while the BPKP employs highly qualified auditoratlare not efficiently utilised. Several plans édween put
forward to improve cooperation. For example, BP&WRlitors could be gradually transferred to workirdsrnal

auditors in the various line ministries, or the BR&uld use the findings reported in BPKP auditgptoduce

synergy, minimise its own need for information, aaduce overlaps. Overall, however, such coop@ratppears to
pose political problem®.
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Commentators noted that the BPKP, as an interrdit agency, is a tool of management and it shoakkla role as
an internal controller, not an auditor. Accordingcbmmentators, the BPKP is now redundint.

With regard to internal auditing, each ministry anstitution has an Inspector General who carrigsternal audit
functions. All transactions and financial recoats audited before the accounts are sent to the'sMaBpector
General, who produces the annual financial statésnelm carrying out the audit, each Inspector Ganexamines
expenditures for compliance with predeterminededat including the efficiency of operations ananpdiance with
rules and regulations. All audit reports are sutadito the BPK and the BPKP. The MoF’s Inspe@General has
established an internal investigations unit to stigate allegations of misconduct and corruptiorofficials within

its ranks. The government is keen to promoteahia means of increasing the integrity of its Staff

In 2007, the BPK will begin to monitor and conttbé public accounting profession by setting a tieat all public
accountants must pass. Currently many public adeots)are unprofessional and responsible for nobwaring

state finance loss€s.

National Statistics Agency

The Indonesian National Statistics Office (BPSjeiguired by law to publish national accounts datatated in the
explanation of Article 5 of the Statistical Law. PB is a non-departmental government institutioreatly
responsible to the president. All statistics atithd by the BPS are governed by the Statistical dhimdonesia No.
16/1997, which established the statistical independ of the BPS. Under the law, the BPS has #mdém to
determine methodologies, the forms of data cobegtand the format and timing of publication ofalatThe BPS
cannot publish, or otherwise make available to amividual or organisation, statistics that wouldable the
identification of data for any individual or entityrhe BPS has statutory independence on techmiatiérs, but does
not review fiscal data or assess its quality. Adow to commentators, BPS staff exhibit a high rdegof
professionalism in their work.
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INTERVIEWS

Representatives @xford Analyticainterviewed the following individuals during a itito Indonesia between 6 and
10 November 2006:

Ministry of Finance

8 November 2006

Boediarso Teguh Widodo Director State Buddehiing
Agung Widiadi Economist State Budget Planning

Central Bank of Indonesia

7 November 2006

Suhaedi Senior Economist Monetary Policy Bure

Department of Taxation

9 November 2006

Erwin Silitonga Director

ADDITIONAL INTERVIEWS

6 November 2006

Anwar Nasution Director State Audit AgencyP([B)
| Gusti Agung Rai Member State Audit AgencyP(B

9 November 2006

Stephen Schwartz Senior Resident RepresentatiiéF
lan Lienert Senior Economist IMF

10 November 2006

Rajiv Sondhi ) Senior Financial Management Wardhk
Specialist
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NOTES

! See the 1945 Constitution of the Republic of Irefia (unofficial translation) at:
www.ilo.org/public/english/employment/gems/eeo/dtwved/consi.pdf

> Seewww.dpd.go.id

% Indonesia: Report on Observance of Standards ardk€e Fiscal Transparency Modul®F, September 2006,
page 13, point 17

* Local governments in each province consist of s#vegencies (Kabupaten), which are divided intmiipalities
(Kota), which are further divided into districtsg¢samatan), which are in turn divided into villages.

® Indonesia: Investing for Growth and Recovatorld Bank Report No. 35423-IND, June 9, 2006

® Interviews in Indonesia, 14-17 November 2005.

" Indonesia: Report on Observance of Standards arike€e Fiscal Transparency ModuldF, September 2006
8 Indonesia Fourth Post-Program Monitoring DiscussiofMF, Country Report No. 06/85, February 2006

® Interviews in Indonesia, 4-6 October 2004.

1% |nterviews in Indonesia, 14-17 November 2005. &se IMF, “Indonesia: 2004 Article IV Consultatiamd Post-
Program Monitoring Discussions -- Staff Report;fS&tatement; and Public Information Notice on theecutive
Board Discussion”.

! Interviews in Indonesia, 6-10 November 2006.

2Indonesia: Report on Observance of Standards arie€e Fiscal Transparency Modul®F, September 2006
'3 Interviews in Indonesia, 14-17 November 2005. % Budget deficit ceiling (set by the State Finahaw) will
be imposed on all regions; regions will be evaldate credit-worthiness criteria and the debt hglddgions will be
rated; and, crucially, the MoF will not guarantesy aegional borrowing.

*Indonesia: Selected IssydbIF, August 2006

1 “House passes bill on SOEs into lawWhe Jakarta Pos28 May 2003.

'® Interviews in Indonesia, 4-6 October 2004.

" Indonesia: Report on Observance of Standards arde€e Fiscal Transparency Modul®)F, September 2006
'8 |ndonesia: Article IV Staff Consultation and Fiffost-Program Monitoring Discussion$F, Country Report
No. 06/319, August 2006

19 nterviews in Indonesia, 4-6 October 2004.

?|ndonesia: Report on Observance of Standards ardke€e Fiscal Transparency Modul®F, September 2006
2L Interviews in Indonesia, 14-17 November 2005.

?2«Too High a Price”, Human Rights Watch, June 2006is detailed report discusses the opacity ohofiget
military finance in Indonesia.

%% Interviews in Indonesia, 14-17 November 2005. &heountability of foundations is regulated by lavith the
requirement to publish an annual report in locaksapers if the foundation has assets equal toooe tthan 20
billion Indonesian rupiah. However, since finah@tatements are rarely audited, in practice dificult to know
whichyayasarhave assets above that threshold.

4 See “Indonesia: 2005 Article IV Consultation ankirfi Post-Program Monitoring Discussions”, IMF Cayn
Report No. 05/326, September 2005 atvw.imf.org/external/pubs/cat/longres.cfm?sk=18852.

% |ndonesia: Report on Observance of Standards ardke€e Fiscal Transparency Modul®F, September 2006
%% Interviews in Indonesia, 6-10 November 2006.

" Interviews in Indonesia, 6-10 November 2006.

%8 Interviews in Indonesia, 6-10 November 2006.

9 Interviews in Indonesia, 14-17 November 2005. &sethe Jakarta PostL0 December 2004 and:
www.ti.or.id/paper.htm

% Interviews in Indonesia, 6-10 November 2006.

L “Darmin faces tough job reforming tax office”, Rémkhmad Witular Jakarta Post1 May 2006

%2 Interviews in Indonesia, 6-10 November 2006.

% Interviews in Indonesia, 6-10 November 2006.

% The report is not available in English.

% Seewww.djapk.depkeu.go.id/APBN/Laporan%20Realisasi%2BN%20Semester%201%20TA%202005. pdf
% See for example Government Policy Programme repart
www.bi.go.id/web/en/info+penting/IRU/Policy%20Pragn

3" Interviews in Indonesia, 6-10 November 2006.

% |Interviews in Indonesia, 14-17 November 2005.
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39 “BPK slams accountants for poor handling of SOHi#uThe Jakarta Postl November 2003.

0 Seewww.depkeu.go.id

“! Interviews in Indonesia, 14-17 November 2005.

2 |MF Special Data Dissemination Standard (SDDS$)dohesia, at
http://dsbb.imf.org/Applications/web/sddscountrgrgirylist/?strcode=IDN

“3 Interviews in Indonesia, 6-10 November 2006.

“4 The IMF gives each country the scope to take @dimumber of flexibility options on timelinessdaperiodicity
of prescribed data categories. In Indonesia, géig@vernment operations include those of the akgtsvernment
budget plus off-budgetary activities.

“5 Interviews in Indonesia, 6-10 November 2006.

¢ See Laporan Keuangan Pemerintah Pusat Tahun BOBdl{asa Indonesia only) at:
www.bakun.go.id/modul/donlot/ok.php?idk=438

" Seewww.bi.go.id

“8 See the National Medium Term Development Plan 2009 (in Bahasa Indonesia only) at:
www.bappenas.go.id/index.php?module=ContentExpriesei=display&ceid=1984

9 See RKP Fiscal Year 2006 (in Bahasa Indonesia) aily
www.bappenas.go.id/index.php?module=ContentExpriess=display&ceid=2480

*Indonesia: Report on Observance of Standards arie€e Fiscal Transparency Modul®F, September 2006
*I Indonesia: Investing for Growth and Recovamorld Bank Report No. 35423-IND, June 9, 2006 amdrviews
in Indonesia, 6-10 November 2006.

*2 Available atwww.bi.go.id/iie/cat.asp?id=15

3 “Indonesia: Selected Fiscal Issues in a New Bi#drld Bank Report No.25437-IND, February 2003, p.57

> |Interviews in Indonesia, 19-21 November 2002.

* |ndonesia: Report on Observance of Standards ardke€e Fiscal Transparency Modul®F, September 2006
*% Interviews in Indonesia, 6-10 November 2006.

> Interviews in Indonesia, 6-10 November 2006.

%8 Interviews in Indonesia, 6-10 November 2006.

*9 Seewww.bi.go.id/web/en/info+penting/IRU/Fiscal+sustaiility/

% |Interviews in Indonesia, 14-17 November 2005.

® Indonesia: Investing for Growth and Recovaijorld Bank Report No. 35423-IND, June 9, 2006

%2 Indonesia: Report on Observance of Standards arie€e Fiscal Transparency Modul®F, September 2006
% “Indonesia: Letter of Intent, Memorandum of Econiorand Financial Policies, and Technical Memorandxfm
Understanding”, March 2003 available waivw.imf.org/external/np/loi/2003/idn/01/index.htmand interviews in
Indonesia, 4-6 October 2004.

® Interviews in Indonesia, 6-10 November 2006.

% See State Budget Performance reportaraty.bi.go.id/web/en/info+penting/IRU/Fiscal+sustaiility/

% Interviews in Indonesia, 6-10 November 2006.

®"“Indonesia: Combating Corruption In Indonesia, &mting Accountability For Development”, World Barii
November 2003.

% Interviews in Indonesia, 14-17 November 2005. S@soran Keuangan Pemerintah Pusat Tahun 2004afiash
Indonesia only) atvww.bakun.go.id/modul/donlot/ok.php?idk=438

% |Interviews in Indonesia, 6-10 November 2006.

® See Pengantar Standar Akuntansi Pemerintahan, itanimp& 1l PP No.24 Tahun 2005 (in Bahasa Indoaesi
only) at: www.bakun.go.id/modul/donlot/ok.php?idk=390

" Interviews in Indonesia, 6-10 November 2006.

2 Interviews in Indonesia, 14-17 November 2005.

3 Interviews in Indonesia, 4-6 October 2004.

™ Interviews in Indonesia, 6-10 November 2006.

> See “Lembagarocuremenekan dibentuk 2003Bisnis Indonesial4 November 2002.

8 “Economic Policy Package Pre- and Post-IMF Progr&unordinating Ministry of Economic Affairs, pp@,-17
September 2003.

" Interviews in Indonesia, 6-10 November 2006.

8 Indonesia: Investing for Growth and Recovafyorld Bank Report No. 35423-IND, June 9, 2006

" Interviews in Indonesia, 6-10 November 2006.

8 |Interviews in Indonesia, 4-6 October 2004.
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8 Interviews in Indonesia, 14-17 November 2005.

82 IMF Indonesia Report on the Observance of Starslartl Codes Fiscal Transparency Modu&eptember 26,
2006: Page 34, Point 70. Settp://www.imf.org/external/pubs/ft/scr/2006/crO&BEdf

8 Interviews in Indonesia, 6-10 November 2006.

8 Interviews in Indonesia, 6-10 November 2006.

8 |nterviews in Indonesia, 6-10 November 2006.

8" The report is not available in English.

8 |nterviews in Indonesia, 6-10 November 2006.

8 |nterviews in Indonesia, 14-17 November 2005.

% Interviews in Indonesia, 6-10 November 2006.

1 Interviews in Indonesia, 4-6 October 2004.

9 Interviews in Indonesia, 6-10 November 2006.

% “IMF Indonesia Report on the Observance of Starslartl Codes Data ModuleJuly 2005 at
http://www.imf.org/external/pubs/ft/scr/2005/crO%hadf
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